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THE RECENT ECONOMIC HISTORY OF THE 
UNITED STATES. 

I. The Revival after 1896.' 

The topic chosen as the subject of this paper is far re- 
moved from abstract economic theory. We may safely 
call it one of the foremost practical questions of the 
(lay, politically as well as financially. What we have 
to ask is, How the United States managed so to re- 
verse its position in the past ten years that, instead 
of the crippled industrial and financial state of 1894, 
with the country's principal industries declining, its 
great corporations drifting into bankruptcy, and its 
government forced to borrow on usurious terms from 
Europe to maintain the public credit, we have seen, 
in the short space of half a dozen years, a community 
whose prosperity had become the puzzle of the outside 
world, whose productive industries had developed such 
strength that the "American invasion" was lately dis- 

1 This article gives the substance of lectures given at Harvard laiiversity ia 
November, 1904. 
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cussed abroad as threatening ruin to our European com- 
petitors, whose corporations, when properly capitaUzed 
and managed, had grown so profitable that the strongest 
financial interests of the world have been struggling to 
buy possession of them, whose banking-houses subscribed 
in important sums to new English and German govern- 
ment loans, not to mention the public bond issues — $100,- 
000,000 in all, within the past seven months^-of Cuba, 
Japan, and Mexico? The startling ups and downs of 
fortune which have occurred in other communities are 
familiar. The story of alternating "booms" and panics 
is largely the story of modern industrial progress. It 
is, however, the fact of a complete revolution in this 
country's position, not only as regards its own enterprise, 
but in its relation to other industrial States, which chal- 
lenges particular attention; and it is this which we now 
have to examine. I shall begin with the date when Amer- 
ican business depression appeared to be most profound, — 
the year 1896. 

Four events of the first importance, bearing directly 
on American finance, have occurred in the period be- 
tween that date and the present time ; and the rise in Amer- 
ican financial and industrial prestige has been ascribed 
in turn to each of them. These incidents are the Euro- 
pean harvest failure of 1897, the Spanish War of 1898, 
the establishment by law of the gold standard for this 
country in 1900, and the unprecedentedly large produc- 
tion of gold, in the world as a whole, and in America in 
particular, during most of the years referred to. 

Of the European harvest failure of 1897, and the profita- 
ble export trade which was thereby opened to this coun- 
try, it may be said that it did more than any single in- 
fluence to start the ball of prosperity rolling in this coun- 
try. It did so because agricultural depression had been 
the most discouraging factor in the hard times from 1892 
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to 1896. More than one-third of this country's popu- 
lation made its UveHhood from farming at the time of 
the census of 1890; and an incident of this sort, which 
changed their market from one which had hardly given 
a living return to one whose profits were enormous, was 
bound to affect our national welfare. But there is this 
to be remarked at the outset. There has been no Euro- 
pean famine since 1897. On the contrary, foreign har- 
vests have continuously increased. Yet the prosperity 
of our own agricultural community has grown steadily 
brighter, and the prices at which it has sold have con- 
tinued highly remunerative. Some other influence than 
the events of 1897 must therefore have been at work. 

I have personally heard a great international banker 
ascribe our enlarged financial prestige to the country's 
display of strength in its defeat of Spain. To this con- 
venient argument it is entirely safe to answer that the 
theory is something to be believed only when it is proved, 
and that the burden of proof rests on him who asserts 
it. European capital might come more confidently into 
this country because it had concluded that we were able 
at need to defend ourselves. But this, as an explana- 
tion of our prosperity since 1898, comes to very little 
when one reflects that the movement of foreign invest- 
ment capital, after the Spanish War, was not into this 
country, but away from it, and this for the simple reason 
that American capital was bidding so high a price for 
such of our securities and real property as were then 
held by foreign investors that they deemed it wise to 
sell. Furthermore, if a successful war must of itself 
be a stimulus to national prosperity, then it remains for 
those who hold that view to explain the severe industrial 
reaction in Great Britain since its victory over the Trans- 
vaal or the years of hard times which, in England and 
on the Continent, followed Waterloo. 
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TIk! formal establishment of the gold standard in 1900, 
and the provision by law of a gold reserve sufficient to 
insure redemption of oui' legal tender notes, have un- 
doubtedly been contributing influences towards our 
subsequent forward movement of prosperity. But they 
have been so rather because they removed a hindrance 
to such favorable development than because they pro- 
vided the means for it. Capital will be reluctant to risk 
itself in a country where it is uncertain what the standard 
of value will be when it looks for its returns. But, even 
if it be assured on this score, it will not for that reason 
rush into the enterpi-ises of a country where profitable 
results are not in sight. What we have to ascertain is 
why such inducements offered by the industrial United 
States after 1898 were so unusually great. 

There may be mentioned, finally, the possible influence 
of the increased gold production during the past ten years. 
The world's annual gold output, which was $203,000,- 
000 in 1896, rose to $328,000,000 in 1903. This is an 
increase in the annual output of $125,000,000 in the 
seven-year period, whcn-eas tlie increase was but $80,000,- 
000 in the seven years preceding 1896, and only $21,- 
000,000 in the seven years before that. There is no doubt 
that this increase had some effect on the financial move- 
ment of the period. How much effect is a controverted 
question. Professor Cairnes showed fifty years ago, 
when the new gold was pouring in from Australia and 
California, that prices of commodities, the world over, 
were affected because, jjriinarily, the new mining communi- 
ties gave large orders for goods to the older manufactur- 
ing States, thus creating a new demand, which paid its 
price not in other merchandise, but in gold. It is diffi- 
cult to trace this process in the gold production of to-day; 
for the world's great gold-fields are now owTied, as a rule, 
not by scattered individuals, but by corporations with 
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inflated capital. One tiling is certain, that the banking 
and credit institutions of the world liave been able, thi'ough 
the increased gold pi'oduction, to accumulate larger 
reserves of gold. As those reserves are the basis for 
credits granted by them to the financial market, it fol- 
lows that greater and more confident activity of credit 
has been ])ossible. M. J'aul Leroy-Beaulicu has pointed 
out that more than one-half of the gold now held in the 
reserves of the world's great banks and of the United 
States Treasury has been accumulated since the great 
expansion of annual gold output began in 1890. But, 
even if we were to concede the whole claim of the 
quantitative money school, we should still have to con- 
front the ciuestion why the United States should have 
been the main beneficiarj'. Increase in gold production 
since 1890 has been largest of all at the Transvaal mines, 
which l']nglan(l owns; yet it is England, of all important 
industrial States, which has shown least signs of an in- 
dustrial "boom." 

I believe that, as time goes on and we are able more 
ami more cleai'ly to look at this remarkable period in per- 
sjjective, we shall find the main clew to its striking history 
in the altered position of the world's agriculture. I think 
we shall find that this agricultural change occurred, as 
did the change in the movement of American finance, in 
the years 1896 and 1897. The year 1896 was, in fact, 
one of those ))eri()ds, rare in the historj' of any country, 
of which it could be said that a givim chapter hatl defi- 
nitely closed and that another was about to open, ami 
when, therefore, the events of the preceding epoch c<mld 
be classified and j)assed tipon without fear that the .judg- 
ment would l)e modified or uiJS(H by the events of a suc- 
ceeding yeai'. This could not i)e said of such interesting 
financial twelvemonths as 1866, 1873, 1890, 1893, 1898, 
1901, o!' 1903, because the events of no one of tliose vears 
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could have been understood except in the light of the 
years which followed it. It cannot be said of the present 
period; for we have lately had interesting evidence that 
the reaction of 1903 was an incident in the American re- 
vival, not the end of it, and that the country is still under 
the sway of the same general influences which started 
the great recovery, seven or eight years ago. 

The assertion that a turning-point had been reached in 
our financial history would hold, however, of 1848, the 
year when the development of our railway system really 
began; and of 1879, when we became in fact the world's 
granary, simultaneously with our abandonment of a de- 
preciated money standard. It is peculiarly true of 1896, 
and for the reason that two events, one of world-wide 
significance, the other of peculiar significance to this 
country, then occurred. These two events were the be- 
ginning of a great recovery in the price of products of the 
soil and the final defeat of the agitation for free-silver 
coinage. 

It is agreed by all statisticians that the average of com- 
modity prices, the world over, reached low-water mark 
in 1896 and 1897. Sauerbeck's London index number 
gives an average of 61 to the year 1896 and of 62 to 
1897. Taking the average by separate months, however, 
most authorities place the lowest level in midsummer, 
1897. Figures of Dun's Review, adopted by our govern- 
ment's Bureau of Statistics, give a unit of 72.455 for July, 
1897, as against 77.780 at the end of 1895 and 75.502 at 
the end of 1896. The London Economist, using another 
unit, gives 1885 in July, 1897, against 1947 twelve months 
before and 1915 twelve months afterwards. By the year 
1900 the Sauerbeck average had risen from 61 to 75, 
the Dun's Review unit from 72.445 to 95.295, and the 
Economist index number from 1885 to 2211. These 
figures are the embodiment, in the form of dry statistics, 
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of a good deal that happened during the interval. Summed 
up, they show a recovery in staple prices, between the low 
level of 1896-97 and the recent high level of 1900, ranging, 
according to method of striking averages, from 17 per 
cent, to 31 per cent. By far the most important gain, 
and the gain that has been most persistent, not only up 
to 1900, but since that time, has been scored by average 
prices in agriculture. 

Our space will not admit of going into the general causes 
of this recovery. In general, however, we may say with 
entire safety that between 1891 and 1896 the world's 
annual production of agricultural products increased much 
faster than the annual consumption, whereas since 1896 
the world's use of grain and cotton has increased much 
more rapidly than the increase in its crops. A steady 
increase in consumption is natural, because of increase in 
population. In good times, such as we have lately wit- 
nessed, the increase will be more rapid than in hard times, 
like those of 1890 and 1893. The past half-dozen years, 
moreover, have opened new and extensive markets for 
wheat and cotton in the East. These are among the im- 
portant factors in the persistent rise of agricultural prices 
and in the general trade recovery. What we have now 
to consider is exactly the manner in which this revival 
came about and the immediate, tangible effect upon this 
country. 

And here we find a very striking and dramatic connec- 
tion between the two distinctive occurrences of 1896, 
the recovery in grain prices and the defeat of the free- 
coinage party. I need hardly review the political situa- 
tion at the opening of that year. President Cleveland had 
rescued the gold standard of currency when its overthrow 
seemed to be inevitable, but he had done so through the 
employment of an immensely expensive banking syndi- 
cate and at the cost of the disruption of his party. The 
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agricultural West and South, in the grip of the most pi'o- 
found depression, revolted at the idea of the virtual pay- 
ment of five or six million dollars to a group of bankers 
to preserve a currency standard under which wheat and 
cotton were selling at the lowest prices ever known. In- 
deed, theirown politicians told them that the silver standard 
averted by that contract w-as the short road to high prices. 
The Populist party, an open advocate of free-silver coin- 
age, had polled in the 1892 election a million votes, or 
more than one-fifth the vote of the Republicans, and had 
carried outright four States, — something never achieved 
by a third-party candidate since the election of 1824; 
and it now made its bid for alliance on the coinage issue 
with the Democracy. The consequence of this situation 
was the excited and tumultuous Democratic convention 
at Chicago, where, by a turn of events more like the poli- 
tics of the French Revolution than like those of the United 
States, a young Nebraska Congressman, thirty-six years 
ol<l, previously unknown in national politics, delivered a 
sf)eech of florid and impassioned eloquence which so ex- 
act I}^ voiced the high-pitched resentments and aspirations 
of the delegates that he was chosen as their candidate, 
almost by acclamation. As a matter of course, the plat- 
form demanded immediate free-silver coinage. 

A month before this memorable convention the Repub- 
li<'Mn i)arty nominated Mr. McKinley; and here, too, the 
logic of (^vents moved more potently than the purposes 
of men. McKinley's legislative record was that of a silver 
advocate. On November 5, 1877, his vote was cast in 
Congi-ess for the Bland bill "to authorize the free coinage 
of the standard silver dollar"; and in the following Febru- 
ary he A'otecl to pass the amended free-coinage bill over 
the A-eto of a Republican President. He had naturalh^ 
also voted with his party for the silver-purchase act of 
1890. But he had been in 1890 the head of the Congres- 
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sional committee which drafted the bill imposing the 
highest protective duties in our history, and he was avow- 
edly made the party's candidate in 1896 on the theory that 
return to high protection, after the lower tariff of 1894, 
would be the campaign issue. The tariff, however, was not 
destined to cut any appreciable figure in the contest. Mr. 
McKinley's campaign began with speeches on protection; 
but it soon appeared that, on the tariff issue alone, the 
Republican party could not win. A great body of Demo- 
cratic ^'oters stood aloof from either party. They would 
not indorse the Bryan free-coinage candidacy, but were 
halting between the alternatives of supporting an inde- 
ix'iident Gold Democratic ticket, nominated by bolting 
Democrats, or voting for Mr. McKinley, in the face of his 
tariff record, which was to most of them thoroughly ob- 
jectionable. Ordinary common sense dictated the policy 
to be pursued under such circumstances. Mr. McKinley, 
in his successive speeches to visiting delegations at Canton, 
said less and less about the tariff, and more and more 
about tlie currency, until on July 30 he took ground flatly 
for the gold standard. 

But the election was not won, and it pi-obably could 
not have been won, by any speech of the candidate. 1 
pass over the sti-iking financial incidents of the year, — 
the violent disturbance of financial markets, the tirain on 
tlie Treasury's gold through presentation of government 
notes for redemption, until a banking syndicate had to 
be hurriedly formed to avert another crisis, and the on(> 
p(!r cent, pix^niium which was paid en gold itself the week 
b(^fore election. Long before the November voU^ was 
cast the attention of the markets converged on a vej-y 
differ(>nt quarter. In August, wheat touched tlie extraor- 
dinarily low price of 53 cents a bushel on the Chicago 
market, — a figure nearly unremunerative to all but the 
most favorably situated faj'mers. Our own early wheat 
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crop was large, and Europe's had never but once been 
exceeded. Nothing appeared to promise relief to our 
farm community in the way of higher prices. By Sep- 
tember, however, — two months before election, — some 
new influences came on the situation. The later American 
wheat crop was badly damaged, first by drought, and then 
by rains at harvest time. This would not have helped 
our farmers, even with a rise in price; but the larger news 
was of partial failure of the crop in India, whose harvest 
turned out smaller by nearly 25 per cent, than in the 
preceding year. That country, which had sent 56,000,000 
bushels to the outside world in the crop year 1891, was 
actually forced to import wheat in 1896. This happened 
when the consuming world had been using wheat, at the 
low prevailing prices, with the greatest freedom, and 
when, accordingly, supplies of wheat on the world's great 
markets had fallen to the lowest level since the famine 
year 1891. In September, 1896, there were 126,000,000 
bushels against 152,000,000 a year before, and 190,000,000 
two years back. 

The news of the crop failure in India, coming on such 
a critical situation, forced Liverpool instantly to raise 
its bid for American wheat. As against the August price 
of 53 cents per bushel, wheat rose at Chicago to 70 cents 
in September, to 74| in October, and to 94f in election 
week. The moral effect of this movement was very great. 
What it meant, politically, was shown by the quick as- 
sertion of Mr. Bryan's party managers, that the "money 
power" was putting up wheat, over election day, to de- 
lude the agricultural voter. This explanation of the rise, 
in view of the facts which I have cited, was at least 
superfluous. The point which it tacitly recognized, how- 
ever, was that the Western voter had been told that, 
under the gold standard, wheat could not rise again; 
and here, with the gold standard still in operation, was 
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wheat at the highest price in years. The political result 
of this rise in wheat, notably in the doubtful Western 
States, was very great. It largely accounted for Mc- 
Kinley's heavy majorities in farming States of the Middle 
West, such as Ohio, Michigan, and Minnesota, which 
in 1892 gave to the Democratic and Populist votes, com- 
bined, a plurality of 21,000, whereas in 1896 the Repub- 
lican vote in the same three States ran 148,000 votes 
ahead of its two antagonists. 

The election of 1896, in fact, settled the question of 
a gold standard. The large majority of 95 for McKinley 
in the electoral college, and the popular plurality of 602,- 
555 in the country as a whole, where even the "landslide" 
of 1892 gave Cleveland only 380,961 plurality, set the 
seal of the voters effectively on the verdict. But the 
election results did not, as many people still believe, bring 
immediate prosperity. On the contrary, the first half 
of 1897 was a period of business uncertainty and finan- 
cial depression. I wish to emphasize this fact, because 
some important conclusions hang upon it. There are 
several ways of testing the real prosperity of such a period. 
One is by the exchange of bank checks, which fairly meas- 
ure industrial activity. Now the first half of 1896 had 
been a time of great depression; yet the checks drawn 
on all the country's banks in the similar period of 1897 
showed decrease of $570,000,000, or 2|- per cent. Or we 
may look at the record of business failures. In the sec- 
ond quarter of 1897 liabilities involved in such commercial 
disasters throughout the country were $3,000,000 greater 
than in 1896. Again, there is the very useful test of the 
country's iron production; for it has been an invariable 
precedent that, when trade and industry are reviving, 
production and use of iron increases along with them. 
Now in July, 1896, there had been in blast in this country 
191 foundries, with a weekly output of 180,500 tons, 
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and with 815,000 tons piled up in their yards. This was 
then called a very unfavorable showing; yet in July, 1897, 
the number of furnaces in blast had further decreased 46, 
to 145, weekly output had fallen 16,000 tons, to 164,000, 
and the idle stock of iron had risen nearly 200,000 tons, 
to 1,004,000. Or, finally, one may look at the purchase 
of securities on stock exchanges, which reflects the in- 
vestment public's feeling. In New York City the record 
of such transactions for the first half of 1897 fell a mill- 
ion shares below 1896, and twelve million below the same 
months in the fairly active year 1890. 

Let this point, then, be carefully noticed, — that the 
Presidential election of 1896 was not followed by a sud- 
den beginning of commercial recovery. The contrary 
seemed for months to be true, just as industrial depres- 
sion persisted immediately after the Specie Resumption 
of 1879 and, again, after the Repeal of the Silver-pur- 
chase Act in the autumn of 1893. But, with midsummer 
of 1897, we approach a very remarkable change in the 
situation. I have already shown, from the various index 
numbers of prices, that low ebb in this regard was really 
reached in July, 1897. About that time occurred two 
noteworthy events. One was the enactment of the 
Dingley Tariff law, wliich occurred July 23, that year, 
and which restored the import duties, reduced by the 
Wilson Tariff Act of 1894, to a highly protective basis. 
The other — on which no human judgment could have 
reckoned, any more than it could on the Indian famine 
of 1896 — was a devastating crop failure in Europe. 

It is no longer the fashion to ascribe the recent great 
"boom" in American prosperity to the Dingley Tariff. 
Political platforms occasionally make the claim, but 
there are two reasons why serious thinkers disregard it. 
One is that the similar increase in duties by the McKinley 
Tariff of 1890 was followed, not by prosperity, but by 
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disaster. The other is that our later industrial recov- 
ery found expression chiefly in an enormous export trade. 
If higher import duties had any influence on that, they 
must have checked it, because raw materials used in 
exported manufactures were now taxed more heavily, 
and because, all other things being equal, restriction of 
imports through such taxes normally curtails the move- 
ment of exports sent in exchange for them. But the 
case of Europe's harvests was another matter. 

We have seen that, although tlie Indian wheat crop 
failure of 1896 made a great hole in the world's supplies 
and caused an immediate rise in the price of wheat, never- 
theless Europe itself raised in that year a crop of good 
proportions. What happened in 1897 was, first, that 
a scorching drought in France cut down the season's 
wheat yield in that country 93,000,000 bushels from 1896; 
next, that a wet harvest reduced the Russian crop nearly 
80,000,000 bushels; and, finally, that a season of storms 
flooded so disastrously the Danube Valley that Austria 
and the Balkan States gathered less wheat by 127,000,000 
bushels than in the preceding year. The whole European 
crop fell short of 1896 by 350,000,000 bushels,— a loss 
of no less than 30 per cent. Had the American harvest 
of 1897 remained at the figures of the year before, a great 
disaster would have befallen Europe. This country's 
fortune had, however, stood it in good stead. The high 
price of wheat in the autumn of 1896 had encouraged 
farmers, the country over, to plant more wheat in the 
ensuing spring. This increase amounted to nearly five 
million acres. Weather conditions in the United States 
were favorable throughout the season. The resultant 
crop ran 103,000,000 bushels ahead of 1896, and was, 
with one exception, larger than any previously harvested. 

Under the circumstances, it was sold at extraordinarily 
good prices. By August "dollar wheat" was touched 



180 QUARTERLY JOURNAL OF ECONOMICS 

again on the Chicago Board of Trade, for the first time 
since 1891; and the price was maintained throughout 
the ensuing season. At this price, consuming Europe, 
with its supplies already depleted by the Indian failure 
of the year before, bought our wheat in quantities quite 
unprecedented. During the twelve months after the 
harvest of 1896 the United States exported, in grain 
and fiour, 83,000,000 bushels of wheat. In the same 
period, after the 1897 harvest, the export was 150,000,000. 
The value of the season's exported grain increased no 
less than $122,000,000. One result of this notable trade 
incident was the import, during the same twelve months, 
of $120,000,000 gold, — ^the first natural movement of the 
kind in this direction since the autumn of 1891. Di- 
rectly, this inflow of gold, which was lodged with the 
Treasury in exchange for notes, caused a rise in the gov- 
ernment's gold reserve from the $44,700,000 of February, 

1895, and the $100,900,000 of August, 1896, to the hand- 
some figure of $245,000,000 in the middle of 1898. That 
is to say, while the " hundred-million-reserve " against the 
greenbacks had been continuously impaired between 
1892 and 1896, the Treasury reserve, only two years 
later, had risen to the highest figure ever reached in the 
government's history. 

It need hardly be pointed out that this position 
made possible the success of the gold-standard act in 
1900, as it certainly would not have been possible in 

1896. The act of 1900 required, first, establishment of 
a fund of $150,000,000 gold to insure redemption of the 
notes of the government. Next, by the facilities which 
it opened for the establishment of new national banks 
(their number, since the enactment of that law, has in- 
creased 1,873, their capital $163,000,000, and their re- 
serve $165,000,000) it created a new demand for cash, 
to be held in such reserves. Since increase of govern- 
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ment paper money had been stopped by the Repeal of 
the silver-purchase Law in 1893, it followed that this 
new demand for reserve money must be met from im- 
ported gold. In short, nature helped out the later stat- 
ute of currency reform, as it did the Specie Resumption 
of 1879. In both cases it was a European famine and 
a bumper crop at home which lifted us happily over the 
rough places of the road. 

I have described in detail this remarkable incident of 
1897, because it is always, and not incorrectly, mentioned 
as a salient factor in the ensuing trade revival. But it 
is necessary, at the same time, to keep in mind that one 
great agricultural windfall of this sort does not make 
the history of the next half-dozen years. Something more 
is required for that; and, now that we understand clearly 
what happened in 1897, it will be easier to determine 
the influences which carried along the movement of 
prosperity. 

We have seen how the export of our wheat to famine- 
stricken Europe piled up our export trade and reversed 
our situation on the international market. The wheat 
was the primary influence; but scarcely less important 
was the revival in general trade, shown by the increase 
in bank exchanges, which amounted during the first 
half of 1898 to 30 per cent, over 1897. It was natural 
that this increase should have been greatest in the grain- 
growing West, to which accrued the first benefits of the 
successful harvest; and it was natural that, as domestic 
trade expanded, and with it the demand for money, capital 
should be drawn from abroad to keep the busy wheels 
in motion. Now, however, a more novel and dramatic 
episode of the American trade revival came in sight. 

It was not until the close of 1897 that people began 
to hear, by way of Europe, of "the American invasion." 
This matter came to the front, as a topic of discussion, 
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in a remarkable speech delivered at Vienna that Decem- 
ber by the Austrian minister of foreign affairs, Count 
Goluchowski. It was asserted in this speech that "the 
destructive competition with trans-oceanic countries re- 
quires prompt and thorough counteracting measures, 
if the vital interests of the European people are not to 
be gravely compromised." "European nations," he con- 
cluded, "must close their ranks and fight, shoulder to 
shoulder, in order successfully to defend their existence." 
The Continental press at once indorsed this view of the 
commercial situation. Somewhat later it was declared, 
in the French Chamber of Deputies, that the talk of the 
Yellow Peril, by which had been meant the prospective 
ruin of European industry through cheap Oriental labor, 
must now give place to recognition of the much more 
serious American Peril. 

Directed as it obviously was at the United States, 
what did this singular diatribe mean? Certainly, neither 
Austria nor Europe at large could have been protesting 
against the "American invasion" of Europe's grain market; 
for that, in 1897, was Europe's only alternative to famine. 
It did not require long to discover that Count Goluchowski 
had his eye on our export of manufactures. The volume 
of these exports was practically stationary in the eight 
years between 1882 and 1890, and they increased very 
slowly after that. In the hard times after 1894, 
however, when there seemed little hope in a domestic 
market, our manufacturers began to look abroad. As 
we have seen in noticing the iron trade figures, even as 
late as 1897, great stocks of unsold goods had piled up 
after every effort to stimulate home production. Now 
it so happened that, while our own markets were passing 
through that period of despondency, Europe's were re- 
viving rapidly. It is possible that the great increase 
in South-African gold production — the output was 
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000,000 in 1893, $44,000,000 in 1895, and $60,000,000 
in 1897 — had something to do with this. But it must 
also be noticed that Europe's shock of financial Uquida- 
tion occurred in 1890, three or four years earlier than 
ours, and that European industry, therefore, was nat- 
urally earlier in recovering. At all events, industrial 
revival was under way by 1895, in England and on the 
Continent; and by 1897 it had assumed the dimensions 
of a ''boom." Into the particulars of that movement 
I have not time to go: it is enough to say that Germany 
led in the activity, that England followed, and that it 
centred on the iron and copper industries, — the one be- 
cause of new construction called for, the other because of 
electrical equipment. 

I have shown what was our own manufacturers' posi- 
tion. Prices were low, wages were low, material was 
abundant, the struggle for profits had sharpened the eye 
for improvements and economies. The one thing needed 
was an expanding market. At home there was none as 
yet; but here, in foreign states, had suddenly arisen a 
demand for manufactured goods so urgent that at the 
moment English arid German manufacturers could 
hardly fill it. Our people would scarcely have shown 
themselves possessed of Yankee shrewdness, had they 
neglected the opportunity; and they did not neglect it. 
They were, in fact, in a peculiarly favorable situation 
to take advantage of it. The raw material lay almost 
at the doors of our factories. Skilled laborers, chafing 
after their four-year period of partial idleness, could be 
had at once and in quite sufficient number; and orders 
from home consiuners were so light that scarcely half 
the producing capacity of well-equipped mills was being 
used for the domestic trade. Our manufacturers took 
foreign orders for prompt delivery which the English and 
German mills were simply unable to accept. They fol- 
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lowed this up by sales on terms with which the foreigners 
could not compete. We sold our goods, not only in the 
so-called neutral markets, but in the English and Con- 
tinental cities. The result was that between 1893 and 
1899 our export of manufactures actually doubled. They 
were $158,000,000 in the one year, and $339,000,000 in 
the other; and they increased a hundred millions more 
in the fiscal year 1900. During the fiscal year 1897, 
shortly after which Count Goluchowski made his speech, 
we had enlarged our steel and iron exports by $16,000,000. 
They were $57,000,000 in that year, and we more than 
doubled the figure in the next three years. 

It is plain enough, from the facts which I have re- 
called, that there was nothing mysterious about this 
American invasion, and certainly nothing harmful. If 
we had so flooded Europe with cheap iron and steel that 
its own manufacturers lost their market, the case might 
have been different. But nothing of that sort happened. 
During the five years between 1894 and the stopping of 
Europe's industrial boom in 1899, by the Boer War 
and the German bank panic, — years in which we were 
enlarging our output and export of manufactured steel, — 
Great Britain's annual steel production rose from 3,210,- 
000 tons to 5,000,000, Germany's from 3,641,000 to 
6,250,000. Both nations found it difficult to keep up 
with orders, and the price of steel went on advancing 
all the time. If Count Goluchowski's American inva- 
sion had not intervened, some foreign contractor who 
wanted steel at once would have had to do without, just 
as some European peasant would have had to go hungry 
in 1897 but for the famous American wheat crop. The 
nature of this situation of 1897 and 1899, in manufactured 
exports, should be carefully kept in mind, because it 
was a very different situation from that which now exists. 
Our exports of manufactured goods for the fiscal year 
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ending last June were in value the largest of our his- 
tory. They footed up $452,000,000, whereas even in 
the fiscal year 1900, at the climax of the European boom, 
they were only $433,000,000. But the past year's steel 
exports went in close competition with Europe's own 
manufactures, and they were sold at prices below what 
American buyers had to pay. Within six months, while 
American rails could not be obtained by American rail- 
ways under $28 per ton, they were sold to Canada and 
Asia Minor for $20. There would be some point to the 
Austrian foreign minister's warnings in 1904. There 
was none in 1897, because our manufacturers made no 
such concessions. It is possible that the Austrian states- 
man, frightened at our capacity for production and 
competition, was only looking far ahead. 

This brief review may serve to make clear what were 
the influences under which the upward swing of American 
prosperity gained its first impetus. The outside world 
had to buy a much larger quantity of agricultural prod- 
ucts, and we had a much larger quantity to sell to it. Its 
own manufacturers could not produce the merchandise 
needed to meet the demands of Germany, Russia, and 
the younger states. Our manufacturers were able not 
only to supply the deficiency, but to compete on equal 
terms. Under the circumstances, not only did the vol- 
ume of our grain and cotton and manufactured exports 
increase, but their average value rose. It is easy to see 
why, under such conditions, our total export trade, cross- 
ing the billion-dollar mark in 1897, should have arisen 
to $1,300,000,000 in 1898, to nearly $1,500,000,000 in 
1900, and to $1,600,000,000 in 1901. Stimulated by this 
great outside demand, our trade activity and our indus- 
trial profits rose to extraordinary figures. 

Nothing seemed capable of checking them, though 
they had some rude shocks to sustain. The Spanish War, 
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which broke out in April, 1898, for a month upset com- 
pletely all the financial markets. Our situation on in- 
ternational exchange, however, was so strong that the 
very first thing the country did, before the war broke out, 
was to draw $60,000,000 gold from Europe to protect 
our bank position. The war was quickly over. We 
had, also, a demonstration of the new strength of our 
home resources. The $198,000,000 war loan was taken 
by home subscribers, and went instantly to a premium. 
Partly in connection with the war, wheat went to prices, 
early in 1898, never but once exceeded in twenty-nine 
years. This was a corner, which broke down as corners 
usually do; but it was unlike many corners, in that it 
occurred when the American farmer still had plenty of 
wheat to sell, and when he received the benefit of the 
corner prices. Our M'heat crop of 1897 was the second 
largest ever harvested in this country. The crop of 
1898 was much the largest on record, and that of 1901 
was 10 per cent, larger still. Europe continued to buy 
heavily, though her own crops resumed their normal 
magnitude; and thus the tangible prosperity of the grain 
States and the volume of export trade in that direction 
were maintained. In so far as American invasion meant 
simply increase of what this country sold to the outside 
world, its progress was most extraordinary. The import 
trade expanded also, but it did not keep pace with ex- 
ports. In the fiscal year 1893 our imports exceeded ex- 
ports by $18,700,000. In 1897 the excess of exports 
was $286,000,000. The next year it was $615,000,000. 

This abnormal accumulation of foreign credits had 
some strange results. First, the pressure of domestic 
capital on our home investment markets raised prices 
to unexpected heights. As a result, foreign holders of 
our securities sold them back; and Europe was practi- 
cally drained of American stocks and bonds. Then, for 
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the first time in our liistoi'v, we began to lend to Europe. 
The Boer War broke out in October, 1899. English 
markets were in confusion; and our bankers bought 
from the Exchequer, first and last, nearly $100,000,000 
British government securities. The German government 
sold us $20,000,000 of its new bonds in 1900, and we lent 
some $10,000,000 more to Continental cities. Yet the 
"foreign balance" continued to accumulate. At the' 
close of 1900 it was estimatetl by international bankers 
that this country still had a credit fund of at least $200,- 
000,000 outstanding on Europe's money markets. It 
was, as I well remember, a very common query at that 
time, in the best-informed financial circles, what was 
to be the outcome of this wholly unprecedented situation. 
Some people predicted that it would mean investment 
of our overflowing capital, on a rapidly increasing scale, 
in foreign enterprises. It was then that the prophecy 
was so often heard that New York was destined to dis- 
place London, if it had not already displaced it, as the 
financial centre of the world. On the other hand, the 
Wall Street community, which took the speculators' 
view, predicted that the pi-ice of outstanding American 
securities, under this pressure for investment, would rise 
to unheard-of heights. Neither of these things happened 
exactly as was predicted, but what did happen was, 
as we shall presently see, quite as startling as either 
prophecy. 
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II. Inflated Capitalization, and the Mania op 
Speculation in 1901. 

The situation in which the American community found 
itself by 1900 was one which arises at intervals in all pros- 
perous modern states; but its characteristics were em- 
phasized, on this occasion, in a very unusual way. There 
are certain phenomena which always present themselves 
in what is popularly called a financial boom. Business, 
first, niust have been prosperous in the community as a 
whole. Farmers, manufacturers, merchants, and profes- 
sional men will, as a rule, have been making money and 
laying by a surplus. This surplus will have grown to 
large proportions because the memory of recent hard 
times will have been distinct enough to encourage the 
laying by of more than usual against a rainy day. Dur- 
ing the first years of returning prosperity, therefore, all 
classes of the community practise economy, and this is 
what the American people as a whole were doing during 
the really good times of 1898 and 1899. For a time the 
same reminiscence which keeps people, under such con- 
ditions, from spending their increased profits in increased 
living expenses, keeps them also from investing their sav- 
ings freely. There is a very unpleasant recollection of 
what happened to the money put into land and merchan- 
dise and securities a few years before. In default of such 
investment the community's rapidly growing surplus 
capital is now placed on deposit with the banks, and by 
them is offered in the general money market. That mar- 
ket, on the other hand, is always surrounded by a great 
body of speculators — some of them shrewd and experi- 
enced business men, others mere gamblers — ^who watch 
for signs of a change for the better in conditions govern- 
ing intrinsic values, and who, when they see such indica- 
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tions, borrow from the abundant deposits of the banks, 
and invest what they borrow in the market, in hope of 
realizing later to advantage. 

Under their purchases, prices rise in all investment 
markets. The real owners of this surplus wealth, seeing 
the action of the markets and tired of leaving their own 
money idle, gradually regain courage and begin to invest 
on their own account. We call this return of public con- 
fidence. Sometimes both speculators and public will have 
gauged the situation wrongly. Then they lose, as they did 
in the short-lived "booms" of 1890 and 1895. But we 
have seen in how singular a way the elements going to 
make up real prosperity continued to operate in the period 
which we are studying. The great grain crops, in high 
demand at home and at export points, gave business to 
the railways. The prosperous farm communities, which 
had been stinting themselves through years of adversity, 
made heavy purchases of farm machinery and household 
goods. This new demand gave orders to manufacturers, 
on the one hand, and traffic to the railways, on the other. 
Incorporated enterprises, therefore, whether railway or in- 
dustrial, showed largely increased business and paid large 
dividends. All this time the surplus capital in the public's 
hands was increasing, and the field for its permanent in- 
vestment grew more and more inviting. It will inevitably 
follow, human nature being what it is, that an investment 
movement will, under such conditions, expand to great 
proportions. 

This is a very old story, familiar to every business man 
and student of economics. It describes the financial 
movement between 1899 and 1901, but it describes it no 
more accurately than it does Germany's "industrial 
boom" of 1897 or England's "Kaffir craze" of 1894 or 
the "railway mania" of 1844 or the great American land 
speculation of 1836, or, for that matter, a score of inci- 
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dents in the financial history of every modern state. The 
tracing of this chapter of causes and consequences, how- 
ever, is specially interesting in the case of our recent 
financial history, because the magnitude of the forces be- 
hind the great speculation of 1901 were almost unparal- 
leled. 

I showed, in the first part of this article, to what extent 
the prosperity of the United States, and its rapid accu- 
mulation of new capital, had progressed. We saw how 
this capital, gathering confidence and pressing on all in- 
vestment markets, had not only raised prices of our 
own securities to unexpected heights, and bought back 
from Europe the bulk of American investments in for- 
eigners' hands, but had overflowed into such quarters as 
British consols and German treasury bonds. But, after 
all this, a huge credit fund was still left uninvested on 
home and foreign markets. At such times, people always 
wonder what is to be the outcome, and the outcome is 
always the same. The public has the money, and is eager 
to invest it: the banking community provides new securi- 
ties as a field for such investment. These new securities 
may be good or bad, sound or fraudulent. They may 
be new enterprises or old enterprises recapitalized. They 
range in character all the way from worthless zinc and 
copper mines or "syndicates" promising 25 per cent, on 
money left in their hands, to use as they see fit, to issues 
of refunding bonds by a government in high credit. All 
of these applicants appeared on the scene in 1899 and 
1900. But the great banking houses, with their hand on 
the public pulse, knew that this was mere trifling with 
the resources at command. The reservoir of American 
capital seemed inexhaustible: it filled up on one side 
faster than it could be drained into these various enter- 
prises on the other. It was then that the scheme of re- 
capitalizing American industry was conceived. 
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This enterprise interweaves itself with the trust ques- 
tion, into which, on its purely economic side, I have no 
time to enter here. What concerns us, in our present 
study, is the working-out of the investment process. 
There were, we will say, a dozen mills in a given industry, 
doing good business and earning 10 to 20 per cent, per 
annum for their owners. The promoter — a name which 
now grew familiar on all American markets — asked the 
owners to name a selling price. Naturally, as their own 
retirement from business was involved, the price the 
owners fixed was high. A banking syndicate would be 
formed, however, to provide the money requisite for the 
purchase, and for a handsome pa5mient to the middleman. 
Thus acquired, the manufacturing plants would be com- 
bined and incorporated under the name American Milling 
Company or United States Spinning Company or Inter- 
national Weaving Company, and the stock would be 
ofTered to the public. 

As it turned out and as the bankers had expected, the 
public was in exactly the mood to respond to the in- 
vitation. The shares were readily absorbed: other com- 
binations followed. Still, the investment fund showed no 
symptom of exhaustion. Presently the more venture- 
some spirits among promoters began to combine these 
already large industrial combinations into a single com- 
pany, and to sell the stock of that, at inflated valua- 
tions, to the public. This would have been a step too 
far but for the fact that profits of manufacture, notably 
in the steel and iron trade, went on increasing faster than 
promoters could turn their expectations into stock. One 
notorious expert in this business, Mr. John W. Gates, who 
rose from the sphere of travelling salesman of a wire- 
making firm to the leadership of a great combination 
in the steel trade, was asked on the witness-stand, in 
March, 1902, to describe the history of his amalgamations. 
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They began, he said, by the combination of seven wire 
factories in Illinois into one corporation, which was 
called the Consolidated Steel and Wire Company. Two 
months later this company was bought up, along with 
seven more mills, by the American Steel and Wire Com- 
pany of Illinois, which issued $24,000,000 stock. This 
was in 1898. Early in 1899 Gates organized the Ameri- 
can Steel and Wire Company of New Jersey, which paid 
$33,600,000 for the Illinois Company's $24,000,000 stock, 
added eleven other wire plants, and issued its own stock 
in the comfortable sum of $90,000,000. The witness was 
asked what had become of $26,000,000 stock whose des- 
tination was not accounted for, and said he did not know. 
You may perhaps suppose that this wholesale "watering" 
of capital would at least have led the investing public 
to bid a low price for the inflated stock, but it did not. 
Of the $90,000,000 stock thus issued in this later "water- 
ing" process, $40,000,000 was preferred as to dividend. 
It started out on the Stock Exchange at $94 per share, 
rose in two months to $106, and sold at $112 a year or two 
afterwards. The $50,000,000 common stock, all of which 
was virtually given away as a bonus in the "deal," started 
at $45 per share, and in two months actually rose to $92. 
This was a fairly typical case. How far this move- 
ment of incorporation went may be judged from the fol- 
lowing figures. In the first three months of 1899 new 
industrial companies, with a total capitalization of no less 
than $1,586,000,000, were incorporated in this country. 
During the full year 1899 the total rose to $3,593,000,000, 
of which respectable sum $2,354,000,000 was the common 
stock, which by frank confession of promoters, then and 
afterward, was simply "water." We have already seen, 
however, how seriously the investing public took even 
these common shares. They did, in fact, show particular 
favor to them, for the reason that their relatively lower 
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price roused the bargain-counter instinct. Furthermore, 
in the immense industrial expansion of the period, these 
very common stocks, representing the inflated capitaUza- 
tion of concerns which in not a few cases had been bank- 
rupt four or five years before, were very generally receiv- 
ing dividends. 

It must not be supposed that this series of amazing 
capital flotations — to use a barbarism of the English 
market — was placed without occasional friction, interrup- 
tion, or inconvenience. The Spanish War, with its politi- 
cal and financial uncertainties, arrested the movement in 
1898. It was checked again, in the autumn of 1899, by 
the outbreak of the Transvaal War, the embargo on South 
Africa's gold production, the severe disturbance of the 
English money markets, and the downfall of Germany's 
industrial speculation. The sequel to this change in finan- 
cial Europe's situation was far-reaching, and we have not 
even yet shaken off its consequences. I have shown 
how important a part was played in the rise of our 
manufacture and export of steel and copper by this Euro- 
pean boom. Now the demand from that quarter was 
suddenly cut off. Instead of inquiring urgently for our 
manufactured goods, to fill a demand which its own mills 
could not meet, Europe experienced so sudden a collapse 
in its home demand that its own manufacturing plants 
began to compete with one another for what was left of 
the business, and to cut prices in the competition. Our 
markets naturally felt the shock. Early in 1900 export 
orders decreased, and there began a great decline in the 
price of iron. 

This last phenomenon, a familiar sign of general trade 
reaction, came into view on the eve of another Presiden- 
tial contest, when Mr. Bryan forced a reluctant Democratic 
convention to declare for the second time for free-silver 
coinage. Few intelligent people could be found, under 
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the prevalent conditions, to predict his victory; and, in 
fact, McKinley's November majority in the electoral college 
rose from the 95 votes of 1896 to 137 in 1900, while his 
plurality, on the popular ballot, increased from 602,555 
to 864,688. Bryan, who had carried 22 States in 1896, 
carried only 17 four years later. Nevertheless, so long as 
the contest was in doubt, American industry was held in 
check, and the movement of capital absolutely halted. 

It had reason to halt, because, quite apart from the 
electoral uncertainty, there was enough in the European 
situation, in the sudden vanishing of the foreign demand 
which had done so much to build up our export trade, 
to cause some uneasiness over the future. Where were 
our manufacturers now to sell their heavily increased out- 
put? But what had not been fully taken into reckoning 
was the capacity of the demand from American con- 
sumers to replace this partial loss of the foreign market. 
It was not, indeed, until this advantageous outlet onto the 
outside market seemed to have disappeared that the re- 
markable consuming power of the United States itself was 
fully appreciated. It was not only true that individuals, 
in the flush of material prosperity, were buying necessities 
and luxuries with increased freedom. Even in this direc- 
tion there was a general tendency which approached ex- 
travagance. But a still more powerful demand came from 
the industries themselves. Iron, for instance, which had 
sold for $15.45 per ton in the autumn of 1894, brought 
$29.50 at the close of 1899; that is to say, its price had 
nearly doubled, and such a market necessarily brought 
about construction of new plants and enlargement of 
those already in the field. Iron, for such construction, 
was bought from existing mills. The same stimulus ran 
through every other trade. An extremely large demand 
for new material came from the railways. In 1894 com- 
panies representing one-fourth of the railway capitaliza- 
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tion of the United States were bankrupt, and bankrupt 
railways are not likely to keep their track and cars and 
stations and locomotives in good condition. It was the 
railway industry which had first felt the influence of the 
great grain harvests of 1897, because it was the railways 
which had to carry the produce of the farmers to the 
coast. Naturally, they were in no condition to handle 
easily this enormous trade in 1897, and, as their profits 
and credit went on rising, in the subsequent good times, 
their immediate task was physical reconstruction of their 
property. What tliey spent on this, as compared with 
three or four years before, may be judged from the new 
railway securities which were sold in the investment 
markets to procure the money. In 1898 they put out 
$67,000,000 worth of stock and bonds, mostly for such 
purposes; in 1899, $107,000,000; in 1900, $199,000,000; 
in 1901, $434,000,000; and, in 1902, $527,000,000. 

This annual increase, which was due in the main to 
increased purchase of manufactured goods, gives a fair 
idea of the extent to whicli the expanding home demands 
made up, after 1899, for a decreased export trade. In 
this case the iron industry got most of the benefit, but in 
a less degree all otiier industi'ies shared in the expanding 
trade. With a larger business, profits of the industrial 
combinations grew larger, and the public, seeing these in- 
creased earnings, grew still more eager to invest in their 
shares. This was the situation which preceded and 
created what I may call the explosion of speculation at 
the beginning of 1901, — a period which will possibly, here- 
after, have as conspicuous a place in the curious reminis- 
cences of finance as the South Sea Bubble of 1720 and the 
railway craze of 1844. Its underlying causes were, indeed, 
identical with the causes of those older episodes, and the 
principal phenomena of each was the immense amount of 
new stock issued, the eagerness of the public to buy it, 
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and the rapidity with which people who bought found 
the value of their holdings rising. The situation of 1901, 
in short, was one which turned men's heads. The coun- 
try seemed to have reached a pinnacle of prosperity from 
which nothing could dislodge it. The profits of our in- 
corporated enterprises seemed to have no assignable limit. 
American capital pressed upon every avenue of invest- 
ment. The most reckless and foolish speculation was apt 
to achieve success. Looking at the matter philosophically, 
we cannot wonder that the word went forth, in financial 
circles previously noted for conservatism, that old 
precedents of finance were obsolete, that it was no 
longer necessary to judge the present and future by the 
past. 

The climax of this great speculation came from a pecu- 
liar cause, which, I think, we shall understand in the light 
of what we have already considered, but which the in- 
vesting public of that day did not understand at all. It 
became evident, at the close of 1900, that something more 
than buying by investors was at work in the Stock Ex- 
changes. On one stock after another, a buying movement 
would converge which seemed to be utterly indifferent to 
prices, and which was accompanied by trading of quite 
unexampled volume. It was presently evident that what 
was going on was the piu-chase, at extravagant prices, of a 
controlling interest in the shares of railway and industrial 
companies. The public inferred, from what it saw, that 
these purchases were being made on their own accoimt by 
men of boimdless wealth, who were merely investing their 
private capital. Such a supposition natiurally drew the 
investing public into the whirl of speculation: first, in 
order to make its own investments before prices should 
go beyond its reach; second, in the hope of selling out at 
the much higher prices which the rich men's purchases 
were expected to bring about. 



ECONOMIC HISTORY OF THE UNITED STATES 197 

But the public was wholly mistaken as to the nature 
of the movement. What actually was happening was 
this. People connected with one corporation would bor- 
row large sums of money, and use that money to buy up 
shares of another subsidiary or competing corporation. 
They were buying, however, not for themselves, but for 
the company with which they were identified; and their 
purpose was, as soon as the property had been obtained, 
to hand it over, issue new stock or bonds of their own 
corporation, sell such securities to the public, and use the 
proceeds to reimburse themselves, with a handsome bonus. 
There was the famous case, for instance, of the Chicago, 
Burlington & Quincy Railway. This company's stock, 
amounting to $110,000,000, sold at the end of 1900 for 
$144 per share, which was considered by most people 
rather high. People identified with the Northern Pacific 
Railway bought up the stock at a seemingly reckless rate, 
pushed up its price above $180, and then announced that 
a bond would be issued by the Northern Pacific & Great 
Northern Companies to pay $200 a share for the whole of 
the Burlington stock. These bonds were later sold on 
the open market, the result, of course, being that the 
supply of securities on the market was increased by some 
$50,000,000. The same process occurred in half a dozen 
other railways, the usual expedient being the issue of what 
was now called a "collateral trust bond." This con- 
venient instrument was really a very simple thing. Stock 
of another company — sometimes all of it, sometimes a 
bare majority — ^was bought for a corporation. That cor- 
poration thereupon issued bonds for the cost of purchase ; 
but those bonds, instead of being, like other mortgage 
issues, a lien on the franchise and road-bed of the issuing 
company, were merely secured by pledge of the stock 
which had been bought. 

When it was found that the public readily bought these 
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bonds, the device was followed by another, not altogether 
new, but never before applied on such a scale. A com- 
pany would be chartered for no definite purpose except 
to hold the shares of other companies. Having bought up 
these shares or acquired them through exchange, it issued 
its own stock to foot the bill. The public bought this 
stock, as it had bought the collateral trust bonds, and 
there seemed no limit to the scope of the operation. It 
was then that Mr. Morgan, during March, 1901, formed 
his "billion-dollar steel trust." That was a "holding 
company," which gained possession of the whole share 
capital of ten other huge combinations in the trade, and 
issued its own great mass of stock to pay for it. Per- 
haps the climax of this movement was attained when a 
group of promoters, having sold out their own properties 
at an enormous profit to the steel trust, used the proceeds, 
along with certain heavy borrowings, to buy control of 
the $75,000,000 stock of the Rock Island Railway. To 
keep control of this, they had to continue borrowing from 
their bank, — an expedient which was awkward and not 
wholly safe. What these ingenious people did then was 
to organize a Rock Island holding company, which issued 
$75,000,000 collateral trust bonds and $117,000,000 stock. 
The bonds were used by the promoters to buy up the rail- 
way stock in their own possession. As bondholders do 
not elect a management, control of the railway now rested 
in the shares of the holding company which had issued 
the bonds. To make the job complete, it was provided 
that virtually only the preferred stock, which was less 
than half of the $117,000,000 issue, should have a voting 
right. Thus, in exchange for their old Rock Island Rail- 
way stock, which tl'.cy dared not sell, these gentlemen re- 
ceived 100 per cent, in bonds, which they did not need to 
keep, and about 150 per cent, in new stock, of which more 
than half could safely be sold without losing control of 



ECONOMIC HISTORY OF THE UNITED STATES 199 

the property. But here, too, it will be observed, the in- 
vesting public was deluged with new securities. 

In short, this whole procedure amounted simply to in- 
flating enormously the supply of stocks and bonds offered 
to the investing public, without any increase whatever in 
the real property behind them. The promoters of these 
enterprises were not so foolish, even in those times of fi- 
nancial mania, as to neglect precautions against the possi- 
ble gorging of the public's appetite. It was dangerous 
even for a millionaire to make such purchases on his own 
account when he might not be able to sell the new securi- 
ties given him in exchange. Early in 1901, therefore, 
began the formation of "underwriting syndicates," com- 
posed of numerous strong financial men and institutions, 
who guaranteed the sale of the new stocks and bonds, 
contracting to take the securities themselves if the public 
would not take them. The arrangement was not new. 
Such syndicates had long been formed, even in case of 
bond issues by governments. But it was a pure inflation 
scheme, to support which the syndicates of 1901 were 
formed. Therefore, very large inducements had to be 
offered. The syndicate formed in 1901 by Mr. Morgan, 
to guarantee the sale of that part of the billion-dollar 
steel trust capital which went to the general public, con- 
tributed $25,000,000 cash. A year later it received back 
in cash all of its contribution, with 200 per cent, addi- 
tional. Nothing could be imagined better fitted to whet 
the promoter's and speculator's appetite. 

The speculating public, to begin with, lost all restraint. 
A stream of excited customers, of every description, 
brought their money down to Wall Street, and spent 
their days in offices near the Stock Exchange. Two or 
three years before, it was called a good day's business when 
400,000 shares of stock changed hands on the exchange. 
In April, 1901, the daily record rose to a million shares. 
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to two million, and finally to three million and a quarter. 
Estimating the average price of stocks at that period at 
$60 per share, — an inside figure, — you will see that the 
3,200,000 shares of April 20 meant that from some quarter 
$192,000,000 worth of stocks were bought. The news- 
papers were full of stories of hotel waiters, clerks in 
business offices, even doorkeepers and dressmakers, who 
had won considerable fortunes in their speculations. The 
effect on the public mind may be imagined. 

While the rise in prices had this effect on the general 
public, promoters with stocks of new enterprises to float 
were equally spiu-red to inflation. The phrase, "think- 
ing in hundred millions," which had its origin in that 
period, fairly described the state of things. I happened 
at the time to know personally of one undertaking which 
its promoters wished to float with a capital of $750,000. 
The banking house to whom they applied advised them 
to make the capital two millions, and they did so. Bankers 
in high standing asked and received commissions as high 
as five million dollars for managing some of these opera- 
tions, and still the original proprietors who sold out to 
the combinations received prices of which they had never 
previously dreamed. There were scores of instances, but 
perhaps the most remarkable was one which occurred 
when the craze was at its height, — the effort to buy up 
and combine into an American corporation all the impor- 
tant steamship lines running between England and this 
country. When control of such old English enterprises 
as the White Star and Leyland lines was secured, partly 
for cash and partly through the $112,000,000 stock and 
$50,000,000 bonds of the International Mercantile Marine, 
an angry outcry arose in England. But the chairman, 
at the ensuing annual meeting of the Leyland Company, 
flatly told the shareholders that the offer made was so 
high that no stockholder had a right to refuse it. As a 
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matter of fact, every one familiar with ocean navigation 
business now admits that the price at which these com- 
panies were acquired was absolutely senseless. 

A movement based on such inflation of values is certain, 
sooner or later, to break down. It has two inevitable pit- 
falls in its way. One is encountered when the limit is 
reached of the investing public's purchasing power; the 
other, when borrowings for such purposes have so far 
strained the resources of the money market that the banks 
can lend no more. The public's buying capacity had been 
pretty severely strained already; but, as we have seen, 
the danger of collapse from that quarter was guarded 
against by employing powerful syndicates who contracted 
to take such of the new securities as the public rejected. 
Part of the money pledged by these syndicates was capital 
in the hands of deposit institutions, and contributed by 
those institutions as direct subscribers to the "deal," in- 
cluding, I am sorry to say, the funds of some life insurance 
companies. The rest of the syndicate money was bor- 
rowed. What perplexed such observers as retained their 
senses, and who knew that these syndicates were borrow- 
ing, was the absence of any sign of serious strain on the 
resources of the banks. The reason was discovered later 
on. A great part of the capital needed to pursue these 
promoting schemes was raised in Europe, on the credit of 
international banking houses. I have previously shown 
that at the end of 1900 this country's "foreign credit 
balance," as a result of its remarkable export trade, was 
estimated at not less than $200,000,000. By the middle 
of 1901 it was figured out by competent experts that not 
only had this great credit been entirely wiped out by the 
drafts of our banking houses, but that a floating debt to 
Europe, footing up nearly as much, had been created. 
Our bankers had, in fact, borrowed heavily in London, 
Paris, Berlin, Amsterdam, and even in the poorer Euro- 
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pean markets, like Vienna. Clearly, then, the whole situ- 
ation depended upon the attitude of these European 
lenders. 

We have already noticed the operation by which the 
Chicago, Burlington & Quincy Railway was bought up by 
the Northern Pacific and the Great Northern. Now the 
Burlington was more useful as a feeder and more danger- 
ous as a competitor to the Union Pacific Railway than 
to either of these two buyers. The Union Pacific asked 
to participate in the Burlington purchase, but the request 
was refused. What the Union Pacific then did was to 
start in quietly to buy control of the Northern Pacific 
itself. The existing Northern Pacific interests discovered 
this movement, and a very extraordinary episode ensued. 
Behind the Northern Pacific itself stood the Morgan in- 
terest, whose prestige was then at the highest point ever 
reached by a banking house. Behind the Union Pacific 
stood the Rockefeller interest, comprising undoubtedly 
the most powerful aggregation of capital in this country. 
Neither held a majority of the Northern Pacific shares. 
Both undertook to buy such control on the open market. 
As their bids in this contest rose from $110 to above $200, 
speculators sold them Northern Pacific stock, expecting 
to get it elsewhere for delivery. There came a day — ^May 
9, 1901 — when the market discovered that contracts had 
been made to deliver more stock than was in existence, 
except in the hands of the two competing bidders. The 
stock, in other words, was cornered. Failure to deliver 
meant either pajTuent next day of any price the buyer 
chose to exact as the terms of release or bankruptcy, of 
the seller. By this sudden freak of fortune, the logical 
outcome of the extravagant buying movement, every 
one lost confidence in values. Brokers caught in the 
Northern Pacific corner hurriedly threw over their other 
stocks to raise cash to protect themselves; and, while 
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the price of Northern Pacific rose to $1,000 per share, 
prices on the rest of the market went down in a general 
collapse. 

The "Northern Pacific corner" was really the end of the 
public's great speculation, not because general ruin fol- 
lowed that episode, but because the shock broke the spell 
of the long illusion. If the end had not come in that way, 
it would have come in some other, the best proof of which 
is the now well-known fact that European banking houses 
which had loaned this mass of capital to the New York 
market were beginning to call it back. The manager of 
one of the largest Paris banking houses told me, some 
months later, that they stopped their American loans 
when the news of the purchase of English lines for the 
shipping trust was learned. In London it was a rather 
open secret that the Bank of England called a meeting 
of the London bankers to warn them against increasing 
their holdings of American paper. This was equivalent 
to notifying them to reduce such holdings, and reduction 
was the order of the day during many months after the 
May 9 panic. 

What followed is very recent history. The American 
market had on its side, when confronted with this heavy 
drain on its resources, one element of great strength,— the 
really great and growing prosperity of the country. It 
had against it one element of great weakness, — the fact of 
over-capitalization of new corporations and the existence 
of underwriting syndicates, holding with borrowed money 
masses of stock which the investing public would no longer 
buy. Our financial history since the spring of 1901 has 
been governed alternately by these two influences. The 
one made possible so quick a recovery from the panic of 
May 9 that neither the murder of President McKinley in 
the ensuing sununer nor the failure of the autumn corn crop 
seemed to shake the situation. What did break down 
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the financial structure was the gradual recall of this for- 
eign capital, as the loans matured. To pay back the debt 
to Europe, new loans had to be raised from domestic 
banks. The raising of these loans made the position of 
the syndicates still harder. Finally, at the end of 1902 
the banks began to force a settlement. The underwriters 
were plainly caught in a trap. The stocks which they 
held had for some time been popularly known as "un- 
digested securities," which showed that the public under- 
stood the situation. A little later on it was James J. 
Hill, the author of the "Burlington deal," who suggested 
the term of "indigestible securities." The syndicates 
began by selling their reserve investments of older high- 
grade stocks and bonds, and the market broke under 
their sales. Some of these syndicates, fairly forced to 
the wall, next threw on the market the underwritten se- 
curities, to get what they could get for them. 

They got very little, for along with this heavy selling 
came news most disquieting to investors. The hastily 
capitalized industrial corporations themselves began to 
raise signals of distress. For one thing their organizers 
had calculated that the amalgamated concerns could 
themselves, when they needed working capital, procure 
it from the banks, as the individual manufacturers had 
done before. They were, however, wholly mistaken, hav- 
ing quite overlooked the fact that discount of one manu- 
facturer's paper by a neighboring bank, familiar with his 
character, history, and business methods, is a very differ- 
ent matter from discounting the paper of a company 
formed through buying out ten such manufacturers. 
This new concern must ask for ten times as much on its 
individual note, and it must do so when its character re- 
mains to be determined, when its history has just begun, 
and when its methods are either unknown or actually 
(as was the case with more than one new "industrial" in 
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1903) open to grave suspicion. But, even had these new 
concerns been most unexceptionable borrowers, the banks, 
with the European repayments and the syndicate loans 
upon their hands, were in no condition to oblige them. 
Some of the combinations, like the New England Cotton 
Yam, which had been paying 7 per cent, dividends, called 
a cash assessment from their shareholders. The great 
steel corporation stopped dividends on its common stock, 
which had been paid since the company was organized. 

Other smaller combinations followed its example. The 
Consolidated Lake Superior, a $100,000,000 iron trade com- 
bination, which had also been paying 7 per cent., went sud- 
denly into bankruptcy. The United States Shipbuilding 
Company, which sold its bonds on the assurance that for- 
eign investors were buying both them and its $50,000,000 
stock, was placed in the hands of receivers, with an ex- 
posure of humbug which was little less than farcical. Its 
promoters had never even approached great foreign 
bankers, but had been dealing with needy adventurers 
around the Bourse who had not the money to buy a ship. 
What the investing public did, in the face of these develop- 
ments, was simply to withdraw from the market. The 
real distress fell upon other quarters. It was appropri- 
ately called "the rich man's panic." 

But it spent its force. It was not a panic in the old- 
fashioned sense, because neither the banks nor the general 
public were in a dangerous position. There were very 
few failures during 1903, even on the Stock Exchange, 
and none was of the first importance. The half-dozen 
bank suspensions occurred only in cases where sound bank- 
ing principles had been flagrantly violated by weaker in- 
stitutions. On the other hand, the reaction did not stop 
with the collapse in Wall Street. It left its marks in 
other places than the Stock Exchange, and there were two 
or three months when the Eastern markets indulged in 



206 QUARTERLY JOURNAL OF ECONOMICS 

a really serious trade reaction. We have seen how the 
steel and iron trade in particular, during the prosperous 
days of 1901, was helped by the public's attitude towards 
new securities. Investors bought the new stocks and 
bonds of railway companies. The companies spent the 
proceeds for construction material. The result was the 
great demand on the iron industry. All this was now 
changed in the twinkling of an ej'e. The public, frightened 
by the sacrifice sales of their holdings during 1903, by 
the underwriting syndicates, and equally disquieted by 
the scandals which came to light in industrial finance, by 
the decreased earnings of the railways, and by the violent 
fall in stock exchange prices, refused to take any new 
securities. The Pennsylvania Railway, a company in the 
very highest credit, offered $75,000,000 of new stock to 
its shareholders in 1903, and fixed the price at $120 a 
share, when the old stock was selling in Wall Street at 
$157. Subscriptions were so small that the company had 
to employ a costly underwriting syndicate to save the 
operation from failure, and the old stock actually fell 
below the issue price fixed for the new. At the same 
time the billion-dollar steel corporation offered $50,000,000 
5 per cent, bonds to its shareholders at par. The share- 
holders did not subscribe a dollar. A syndicate had to 
take the entire issvie, and the price of the new bonds on 
the stock market subsequently fell below $70. So sud- 
denly did the market for the new securities close down 
that a dozen large railway companies were left with ex- 
pensive outstanding contracts for improvements, money 
for which they had to raise by borrowing on temporary 
notes, at exorbitant rates of interest, in the foreign mar- 
kets. 

It was easjf enough to see in this action of the markets 
the penalty for the wild financial excesses of 1901. But 
the public's attitude involved something more than a fall 
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in stock exchange prices. If the railway companies could 
not raise money from investors to pay for new construc- 
tion, they could not spend it. Building enterprises, which 
had absorbed unusual quantities of structural steel, were 
in the same predicament. The result was a fall in the 
price of iron, which had been $29.50 per ton in 1899 and 
$24.25 even in April, 1903, to $15 before that year was 
over. In many cases, profits of manufacturmg companies 
were cut in two, and the East believed the country to be 
in the toils of a serious trade reaction. 

And so it would have been, had our main dependence, 
as a support for the structure of paper credits piled up in 
the investment markets, been our manufacturing indus- 
try alone. These inflated enterprises had a heavy reck- 
oning. Its extent may be judged by the fact that the 
market's valuation of the billion-dollar steel trust's shares, 
which was $785,000,000 in 1901, actually fell to $350,000,- 
000 in 1903. Fortunately, the country had other sources 
of wealth to relj' on, and they did not fail it in this emer- 
gency. The peculiar position of the world in general, and 
of this country in particular, in regard to agricultural pro 
duction and consumption, was as marked in 1904 as in 
1897. We have not, it is true, raised as much wheat 
within one hundred million bushels as the country could 
have sold to Europe. But directly on the heels of a world- 
wide cotton famine, raising cotton prices to heights not 
reached in thirty years, has come the largest cotton crop 
in our history. The resultant great wealth has poured 
into the South, while a profitable market for corn and 
wheat has continued to enrich the West. This new in- 
dustrial windfall is already reversing the country's finan- 
cial situation, which proves sufficiently what I said to 
begin with, that the real key to the American trade re- 
Adval is the fact that the world's consumption of such 
products has gone on increasing faster than production. 
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The result of this new turn in the situation since the har- 
vests of 1904 is seen in the rapid recovery in the volume 
of bank exchanges, in the great advance of stock ex- 
change prices since last July, perhaps even in Mr. Roose- 
velt's remarkable majorities; for prosperity always inures 
at voting time to the benefit of the powers that be. Thus 
we have again before us the higlily interesting problem 
of what our country, highly favored by nature and by 
the circumstance of the day, will yet achieve in its indus- 
trial development, on a more sane and normal basis. 

This is the interesting problem of the future. It will 
not be solved by such wild " over-discounting " as occurred 
in the financial markets of 1904, with its rather extraordi- 
nary sequel in December; and, in fact, experience gives 
little ground for expecting another industrial boom on 
the scale of 1901. Certain contributory conditions of 
that movement — ^such as the drastic economies of Amer- 
ican production, the low price of our raw material, and 
the insatiable demand of Europe for all our products — 
exist no longer. Even our wheat and flour exports, 
whose rise to 234,700,000 bushels in quantity and $215,- 
000,000 in value during the fiscal year 1898 had much 
to do with our powerful showing on international exchange, 
fell in the fiscal year 1904 to 120,700,000 bushels, valued 
at $104,800,000, and in the past few months have declined 
to the smallest figure reached in thirty years. Nor is 
this a consequence of so temporary a matter as a single 
short-crop year. On the contrary, recent crops would 
have been called abundant five or six years ago, the in- 
fluences now at work in reducing exports being the actual 
overtaking of home production by home consumption, ex- 
cept in years of abnormally large yield. This certainly 
does not indicate or foreshadow anything in the nature of 
calamity; but, like many other present phenomena, it 
shows that the particular causes of the great boom of 
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1899 and 1900 are not at hand to-day. As against this 
general conclusion, however, stand the important facts 
that American finance is at bottom sound, the Ameri- 
can community is genuinely prosperous, and that the 
consuming world's demand for the commodities which 
we, beyond any other nation, produce is fairly at high- 
water mark. 

Alexander D. Notes. 
New York City. 



